This paper examines the choice of an insurance contract when insurers might default on indemnity claims.
Note that insurance prices also reflect the probability of nonpayment since they don't include q . Since we assume the premium to be given, we do not concern ourselves with the relationship between m and q_ here.
The consumer's objective is to maximize expected utility (1) subject to the price schedule (2). The first-order condition is
where B = mq /(1-mq ) and C = mq /(1-mq ).
It is straightforward from (3) 
Comparing (4) insurance claim-a "money back guarantee" of sorts.
In this case, the actuarially-based premium is given by For a discussion of the complexities involved in the secondorder conditions, the reader is referred to Schlesinger (1985) . 
